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Abstract

Policymakers currently show renewed interest in restricting the use of certain accurate
ratemaking variables in personal lines (automobile and homeowners) insurance. Policymakers are
considering laws that would exclude gender, education, occupation, and credit-based insurance
scoring (CBIS) as insurance rating variables. | argue that excluding accurate rating variables from
the insurance pricing process has negative consequences. The accuracy of insurance prices
decreases, creating cross subsidies where lower-risk insureds pay higher premiums and higher-
risk insureds pay lower premiums. In addition to being objectively unfair, cross subsidies increase
the overall cost of insurance and create incentives for risky behavior. The end result is higher
prices, more property damage, more injuries, and more fatalities. | also address arguments put

forth by industry critics and demonstrate the high level of competition in insurance markets.

! thank the American Property-Casualty Insurance Association (APCIA) for financial support. However, my agreement
with APCIA specifically established my independence in producing this research. Opinions expressed in this report are
mine and may not reflect the opinions of the APCIA or the University of Alabama.
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Economic Roles of the Tort Liabllity System
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Economic Roles of the Tort Liabllity System
Optimal

Optimal Safety Compensation

A At fault party must pay 100% of
damages as a deterrent to risky
behavior

A Ignores transaction costs




Economic Roles of the Tort Liabllity System
Optimal
Compensation

A Recognizes that consumers pay
for liability damages in the cost of
goods and services

Optimal Safety

A At fault party must pay 100% of
damages as a deterrent to risky
behavior

A Considers the cost of providing

- protection

A Ignores transaction costs




Efficiency of
the Tort

System

FIGURE 4: SOURCE OF TORT COSTS
($ BILLIONS)
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Insurance Losses per Car
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Return on Net Worth for Auto Liability Insurance
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Percentage of Auto Insurers w/ Loss Ratio < 7
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Percentage of Auto Insurers w/ Loss Ratio < 7
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Why does auto
Insurance cost
more In
Loulisiana?
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